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KEY ECONOMIC INDICATORS 


Ail values are in millions of Exchange rate: 


US dollars unless otherwise indicated 


INCOME, PRODUCTION, EMPLOYMENT 
Manufacturing Establishments 
Value of Gross Output 
Employment 


MONEY AND PRICES 


Money Supply (including demand deposits, 
circular checks and quasi-money) 


Commercial Bank Credits 

Central Bank Credits 

Indices: 1966=100 
Consumer Price Index 


Food Index 


CENTRAL GOVERNMENT BUDGET 


Current Revenue 
Current Expenditures 
Surplus or Deficit 
Capital Expenditures 
Overall Deficit 


Development Budget 


Sh. 6.2327 





BALANCE OF PAYMENTS AND TRADE 


Net Foreign Exchange Reserves 
Balance of Payments 
Balance of Trade 
Exports (mainly FOB) 
US Share 
Imports (mainly CIF) 
US Share 


MAJOR EXPORTS /1 


Bananas (metric tons) 
Livestock (thousands of head) 
Sheep 
Goats 
Cattle 
Camels 
Hides & Skins (S$) 


MAJOR IMPORTS /1 


Cereal Products 

Coffee, tea, cocoa 
Machines, non elect 
Transportation Equip 
Machinery and Transport 
Manufactured Goods 


DIRECTION OF TRADE /1 


Exports 


Saudi Arabia 
Italy 

PDRY 

USSR 

Kuwait 


Imports 


Italy 

USSR 

USA 

UK 

Peoples Republic of China 
Japan 

Kenya 





Sources: 


Somali National Bank Annual Report: 1972/73 

Somali National Bank Bulletins No. 36 (Monetary Survey, 
December 1973), No. 37 (International Reserves, May, 
1974) 

Ministry of Planning & Coordination Draft Development 
Program, 1974-78 

SDR Monthly Statistical Bulletins, 1973 


/1 - Preliminary figures only. Consolidated import/export 
figures for 1973 are not currently available. 





SUMMARY 


1973 was a troublesome year for the Somali economy and the economic pinch 
continued during 1974. Livestock sales and agricultural production -- 
the mainstays of the economy -- were down in 1973. after successful 1972 
seasons, principally because of poor weather and inadequate rainfall. 
Somalia's industrial output, concentrated mainly in food-processing 
industries, failed to reach 1972 levels because of raw material shortages, 
equipment problems and managerial weaknesses. The 1974 performance 

has been no better and in some establishments even worse. Livestock 

and banana exports -- the principal foreign-exchange earners -- fell 
below 1972 levels, while 1973 imports increased to a record USS 113 
million, with much of the increase accounted for by construction 
materials and capital equipment imported for government development 
projects. The influx of foreign loans and grants, unlike in previous 
years, failed to make up the US$ 55 million trade deficit, and the 
balance of payments was also in deficit by US$ 7.3 million. Foreign 
exchange reserves declined and, at the end of 1973, were listed as 

US$ 31.4 million. 


The expansion of government activity increased budget expenditures 

in 1973 to US$ 72 million while revenues were up but by less than the 
anticipated margin because of the industrial lag as well as other 
revenue shortfalls. Money in circulation increased by 12 percent; 
credits to the private and public sector were also up at a much higher 
rate. During most of 1973, the central bank made little attempt to 
limit lending activity, since credit and import expansion reflected 
primarily government capital equipment and material purchases for 
development projects rather than inflationary consumer demand. Early 
in 1974, however, because of rising prices and balance of payments 
pressures, some attempt was made to reduce import purchases to essential 
items and to curtail government stockpiling purchases. By mid-1974, 
following a US$ 10 deficit on the Somali balance of trade during the 
first quarter and falling foreign exchange reserves, more radical 
policies were adopted: import spending was cut back; imports suspended 
for some items; subsidies on certain foodstuffs withdrawn; and domestic 
prices increased. 


1973 marked the end of the first post-revolution development plan 
(1971-73) with some US$ 108.6 million expended during the three-year 
period in developing the country's infrastructure. Transport and 
communications received the lion's share with US$ 33 million. 

Somalia's new US$ 631 million 1974-78 development plan allocates the 
major share of expenditures to the agricultural sector and, as in the 
past, will continue to rely on massive inputs of foreign loans and 
grants for financing. The most challenging social and economic task 
the government faces is in modernizing the subsistence sectors -- agri- 
culture and livestock production, the country's principal economic assets -- 
and in bringing the nomad into the modern economy. 





While the government has indicated that the private sector and 
foreign investment have a role to play in developing Somalia 
along socialist lines, this role has yet to be specifically 
delineated. US business activity in Somalia at present is 
limited to oil exploration. 
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AGRICULTURE 


The Somali economy is based principally on Nomadic livestock 
production and subsistence agriculture, which together occupy 

some ninety percent of the country's 3.1 million population. 
Livestock raising itself engages some 70 to 80 percent of the 
people. Somali agriculture consists of a large traditional dry- 
farming sector devoted principally to food-grains -- maize and 
sorghum -- and a sinaller commercial sector dependent upon 
controlled irrigation which cultivates bananas, Somalia's principal 
cash crop and its second largest foreign exchange earner, as well 
as sugar cane and cotton. 


Because of adverse weather conditions in 1973 -- a lack of rainfall 
early in the year in the Shebelle Region and rain and wind damage 

in the Juba Region -- Somali banana production declined by 15 

percent from 180 metric tons (1972) to 153.9 metric tons. Yield 

per hectare dropped from 19.8 to 16 metric tons, a yield which is far 
below other world banana-growing areas. Banana export earnings, as 
well as exports themselves, declined by sixteen percent, with the 
former dipping to US$ 12.1 million. Deliveries were reduced by 16 
percent to the Italian market, where low prices, high spoilage as 

well as increased transportation costs resulted in considerable 
commercial losses by the National Banana Board, which markets Somalia's 
banana output. Exports to the more profitable Arabian market increased 
slightly in 1973. 


Banana production in 1974 is not expected to exceed 1973 levels; 
banana export receipts through the first quarter of 1974 were down 
an additional 13 percent over 1973 quarter earnings to US$ 3.0 
million. 


Production of sugar cane increased slightly over 1972 but was below 
previous years' yields. Some 423,000 metric tons were delivered 

to the Jowhar sugar factory in 1973, which itself suffered from 
administrative and technical problems (see Industrial Production). 
Deteriorating sugar plant quality and excess soil salinity brought 
about by antiquated irrigation systems were factors which continued 
to adversely affect sugar production. The 1974 sugar crop shows 

no improvement over 1973 production. 


Cotton production in Somalia has been slight in recent years. Only 
859 tons of ginned domestic cotton were available to the Somali Somaltex 
factory during the first nine months of 1973. 


Although abundant rainfall enabled Somalia to achieve virtual self- 
sufficiency in basic food-grains (Maize and sorghum) in 1972, food 





grein production in 1973 failed by a wide margin to reach the 1972 
level. Drought and marketing problems were primarily responsible. 
The Agricultural Development Corporation (ADC), which purchases on 

a compulsory basis all cereal production from Somali growers with 
the exception of a one-quintal-per-family subsistence allowance, 
bought approximately 70 percent less maize and sorghum from Somali 
producers during the second growing season -- the "Gu" season -- 
than in 1973/74. The 1974 "Deir" season production was also down 
slightly. The Somali government speculates that many growers, 
fearing a 1974 drought, held back much of the maize and sorghum 
crop, although it is believed that 1973/74 production was significantly 
lower than that of the preceding year. ADC grain stocks declined 
drastically from 644.7 thousand quintals in mid-1973 to 110 thousand 
quintals as of June 30, 1974. 


The ADC also took over the marketing of oil seeds -- including sesame, 
groundnuts and sunflower -- in February, 1973. Preliminary reports 
indicate that the 1973 sesame crop was satisfactory. The ADC purchased 
125 thousana quintals in 1973, together with 7 thousand quintals of 
groundnuts and 1.1 thousand quintals of sunflower. (As in cereal 
purchases, oil seeds are sold on a compulsory basis to the ADC, which 
sells in turn to private processors or crushers, who then sell to 


retailers.) Acute shortages of edible oils were apparent in Mogadiscio 
in the final half of 1974. 


LIVESTOCK 


Livestock production is the mainstay of the Somali economy and accounts 
for approximately two-thirds of the country's foreign exchange earnings. 
In 1973, the livestock sector faltered after a strong 1972 performance. 
uivestock consumption, slaughterings and exports dropped from 1972 
levels; much of the decline in domestic consumption was attributed to 
higher domestic prices. A mandatory increase in government export 
prices was undertaken in an attempt to increase Somali prices consistent 
with the general upward trend in world meat prices and Somali livestock 
exports came to a complete standstill in December, 1973, when export 
prices were increased 25 to 30 percent. Quantities of sheep and goats 
exported declined by 15.5 and 17.1 percent over the year as compared 
with 1972. Cattle slaughterings at the Chisimavo meat factory declined 
by 60 percent -- partly because of the higher prices available to 
traders for live animals for export but also because of a reduction in 
demand. 


Livestock exports during the first guarter of 1974 were below 1973 levels, 
although because of higher vorices, earnings increased by 11.2 percent. 
Transportation problems, including a shortage of cargo ships, also 
interfered with the 1974 export marketing of Somali livestock in Arabian 





markets, although the effects of the difficulties are not yet clear. 


Because of the drought, livestock exports are expected to diminish 
further in the second half of 1974. 


FISHSRIES 


Despite the promising off-shore fishing reserves in the Indian Ocean, 
fisning development in Somalia has been a poor cousin to other 
development priorities. Under the 1971-73 develooment plan, fisheries 
ranked far down on the list of expenditures and accounted for less 
that one percent of the total development budget. 


Offshore fishing activities in Somalia in 1973 were still plagued by 

the consequences of the 1971 and 1972 cyclones in the Las Koreh region, 
which damaged the Las Koreh fish factory and altered the nearby fish-- 
ing grounds worked by Somali fishermen, resulting in a decline in the 
nearby fish population. The endemic scarcity of skilled fishermen 

in Somalia, whose peoples have never regarded the fishing trades as 
superior forms of livelinood, was itself compounded by the 1972 cyclones, 
and fewer Arab fishermen were recruited in 1973 from the Arabian penin- 
sula -- partly because of more difficult fishing conditions and partly 
because of a fear of a repetition of the 1971-72 disasters. The 
government also lists the failure of the USSR to deliver additional 
fishing vessels called for by their bilateral agreement as an additional 
factor in the disappointing 1973 fishing season. 


MINERALS 


In 1973 there were no significant reappraisals of Somalia's known 
mineral resources, which are modest. Oil prospects remain promising, 
but no discoveries have yet been made as a result of oil exploration 
activities which began in Somalia in 1957, declined in the late sixties 
and wererestimulated more recently by the refinement of exploratory 
technigues and the more intensive world-wide search for oil reserves. 
Four foreign groups were engaged in exploratory work in Somalia in 
1973; they include the American Continental Oil Company (CONOCO); the 
Burmah group, which includes American participation; a German consortium;/1 
and a French group (ELF-SOMAL), which is the only one now drilling a 
well (off-shore). A number of foreign oil firms have applied for 
additional exploratory rights in Somalia but no new concessions have 
been granted for the past 18 months. Somalia's mining code provides 

a five year limit on prospecting concessions, with an additional two- 
year extension and three annual extensions. 


1 The German group includes US firms. 





By late 1973, work was almost completed for test production to begin 
under a bilateral arrangement with the Bulgarians for the development 
of the Majayahan tin deposits, which were once mined during the 
Italian occupation. If the test runs prove promising, Bulgaria will 
purchase the ore at world market prices. Larger tin deposits have 
also been located at Dalan -- 18 Km from Majayahan -- and the deposits 
may also be developed by the Majayahan project. 


Construction has not yet begun on a North Korean-financed cement 
plant in Berbera utilizing nearby gypsum deposits. Under the new 
five year plan, Somalia plans to restudy the prospects of developing 
its known iron-ore reserves at Bur Galan and Daimir, which are 
estimated at some 170 million tons, of which only 33 million tons 
are marketable, but not profitably, owing to the low-ore content, 
transportation and water problems. 


Uranium prospecting also continued in 1973. Uranium deposits have 
been located, and the Somali government is considering the granting 
of exploitation rights. 


INDUSTRIAL OUTPUT 


Somalia's industrial base is small, consisting mainly of agro-based 
enterprises whose output is limited by seasonal supply shortages, 

by equipment and machinery failures and by managerial weaknesses. It 
consists mainly of a numder of state-owned food-processing plants, 
including among others the state sugar factory at Jowhar, a meat 
factory at Chisimayo and also in Mogadiscio (the latter privately- 
owned) a State-owned fish packing plant, a state textile mill at Balad, 
and a state-owned milk plant in Mogadiscio. 


After recording adequate production levels in 1972, Somalia's indus- 
trial plants showed disappointing results in 1973. The meat factory 
at Chisimayo fulfilled only 46 percent of its 1973 production target 
and canned meat output declined by 67 percent over 1972. After the 
previous contract with the USSR expired in late 1972, a new contract 
was negotiated with the Soviet Union and exports resumed in 1974. 

On the basis of the poor performance registered in early 1974, however, 
1974 production targets were lowered ever further. The privately 
owned meat factory in Mogadiscio (SOPRAL) also produced fewer canned 
meats than in 1972 -- down from 3.1 to 2.7 million tins. 


In 1970/71, the state-owned sugar mill at Jowhar, with an installed 
capacity of 50,000 tons annually, was able to process enough sugar to 
meet virtually all of the country's domestic needs. Surgar production 
dropped in 1972 and declined by an almost identical 9 percent in 1973 





to 34,700 tons. In addition, the extraction percentage or the ratio 
of sugar-processed to sugar-produced declined to 8.2 percent, the 
lowest yield since the factory commenced operation in 1964/65. The 
decline in yield is attributed to technical defects in factory 
equipment, to labor difficulties, as well as the deteriorating quality 
of sugar cane. Somalia's sugar imports have increased accordingly, 
with some 15 thousand tons purchased in 1972 and 23.1 thousand tons 

in 1973. The trend towards greater sugar imports continued in early 
1974, when sugar production continued to decline at Jowhar and 
production dropped to its lowest level since 1969. 


Textile production at the Balad textile factory (Somaltex) fell 

off by 27.4 percent in 1973 to 4.7 million yards, an output which 

was only 42 percent of the plant's installed capacity of 11 million 

yards. Mechanical problems and a shortage of spare parts for the 
antiquated textile machinery were among the causes of low production. 

A further reduction is anticipated in 1974, when new equipment is scheduled 
to replace the more obsolete machinery. If modernization is carried 

out, textile production at Balad is expected to reach 20.1 million yards 

by 1976. 


The Las Koreh fish factory, damaged by the 1972 cyclones, recovered 
sufficiently in 1973 to increase production to 648 tons, a gain of 

104 percent over 1972 but only 36 percent of the plant's original 

1973 target. Total production of 1.2 million tins of fish consisted 
principally of canned tuna in oil (976 thousand tins), and mackerel 

in oil (227.2 thousand tins). Total value of production was estimated 
at US$ 400,000 -- the highest in the plant's brief history (1972/73 
earnings were estimated at approximately US$ 210,000). 


Production at the two privately-owned fish plants at Habo and Kandala -- 
in operation since 1936 -- declined by 30 percent in 1973/74. The 

profits from fish processing plant operations in Somalia were reportedly 
down over 1972, principally because of rising production costs, including 
the higher cost of raw fish, which increased by 42 percent because of 
supply shortages, as well as higher @msts of imported production materials 
(tins, olive oil, and higher freight costs). 


Milk production at the Soviet-built Mogadiscio milk factory increased 
by some 9.5 percent in 1973 to 2.3 million liters. Milk byproducts -- 
yogurt, butter, ghee and cheese -- were up 19 percent over 1972 levels 
to 314 tons. 


BALANCE OF PAYMENTS 


Preliminary figures indicate that Somalia's balance of payments in 
1973 showed a net deficit of US$ 7.3 million on current account as 





compared with a 1972 surplus of US$ 17.8 million. The deficit in 

the balance of trade and services was US$ 51 million. Exports declined 
by ten percent from 1972 to US$ 55.9 million, principally because of 
the decline in livestock and banana exports, together with a 40 percent 
reduction in meat export earnings. Imports increased by a substantial 
40 percent over 1972 to $113.7 million, with much of the increase 
accounted for by increased purchases of capital goods. 


The government attributes the import rise to greater investment activity, 
particularly in the procurement of construction material and capital 
machinery not financed by foreign grants and loans, together with a 
Significant rise in the importation of foodstuffs -- flour, rice, 

sugar and edible oils -- brought about by the decline in domestic 
production. 


Italy was the leading supplier of imported goods to Somalia in 1973 

and preliminary figures indicate that the Italian share of imports 
increased in value by 40 percent over 1972 to US$ 34 million. The 
greatest increase in imports came from the Peoples Republic of China, 
which was in second place with US$ 18.8 million -- a hike of almost 

300 percent over 1972 figures. The Soviet Union was in third place 
with US$ 10.4 million. Imports from the US declined from US$ 5 million 
to US$ 2.6 million in 1973. 


Private capital inflow in 1973 was down to USS 4.4 million, most of 

it accounted for by long and short-term capital transfers by foreign 
oil and mineral exploration firms. Loans to the Somali government came 
to US$ 29.9 million -- an increase over US$ 16.3 million in 1972 -- but 
more than one-third (US$ 10 to 15 million) of the latter consisted of 
commodities provided by the Peoples Republic of China to finance the 
Belet Uen-Burao Highway project. The inflow of capital and foreign 
loans and grants was insufficient to overcome the trade deficit. 


Somalia's trade deficit continued during the first quarter of 1974 

at a much higher rate, with imports exceeding exports by some USS 10 
million. The Somali National Bank has reported however that, because 

of the high level of foreign credits and grants received during early 
1974, a favorable balance of USS 2.4 million on current account has been 
registered. The Bank adds however that it is unlikely that the inflow 
of foreign grants and loans during the remainder of 1974 would be 
sufficient to overcome the trade deficit. Somalia will probably face 

an even greater balance of payments deficit in 1974. 


BUDGET PERFORMANCE 


Somali government budget expenditures arose in 1973 by twenty-four 
percent to a record high of US$ 71.9 million while revenues were up 





twelve percent to US$ 76.3 million. The operating budget surplus 

of approximately US$ 4.4 million was only thirty-six percent of the 
anticipated surplus and below the US$ 10.8 million surplus generated 

in 1972. Because of capital expenditures of $9.8 million, and a 
shortfall in anticipated USS 4.4 million in capital revenues, however, 
the total budget deficit was approximately US$ 5.5 million, as compared 
with an overall surplus of US$ 3.1 million in 1972. 


The decrease in anticipated government revenues is attributed to a 
slow-down in production in state-owned enterprises, as well as a lag 

in income from government-owned property, the most important non-tax 
source of government revenue. The increase in government expenditures 
was brought about by a general expansion of government activity but 
did not include any significant increase in government wages and 
salaries. The December, 1973 increase in government wages and salaries 
for low and medium-income groups had only a negligible effect on 

1973 expenditures; it will be a factor in 1974 expenditures. 


As a consequence of the 1973 deficits, the position of the government 
deteriorated from a credit to a debit position with the central bank, 
with a net indebtedness of USS 3.07 million. This marked a reversal 

of the government's position in more recent years. In 1971 and 1972, 
foreign grants and credits were in excess of capital financing needs 

and the government was able to maintain a net credit position with the 
banking system. In the past, moreover -- from 1969 to 1971 -- foreign 
financing has been generally responsible for offsetting the government's 
overall budget deficit. (italy has also furnished Somalia with approx- 
imately US$ 1.0 million or more annually in direct budget support). The 
Somali National Bank figures on budget performance do not fully reflect 
the Development Budget, which is dealt with separately -- see below -- 
and which is financed largely by foreign grants and credits. The exact 
relationship between the official capital budget and the Development 
Budget is not further explained. Consolidated data for Somalia's total 
public expenditures and the use of foreign grants and credits is not 
available. 


The 1974 budget estimates predict a further twenty-one percent increase 

in expenditures to US$ 87.2 million together with a more rapid increase 

in revenues to US$ 107.8 million. Government salary and wage increases, 
together with steadily expanding civil service rolls, are expected to 
account for approximately 28 percent of the increase in government outlays. 
Income from government property is expected to contribute US$ 17.2 million, 
taxes on production and consumption US$ 66.9 million and transfers from 
abroad about US$ 4.4 million. Capital expenditures are estimated at US$ 
30.7 million in 1974, as compared with US$ 9.8 million in 1973. The 





predicted budget surplus of USS 20.5 million will finance most of the 
capital budget and an increase in public debt the remaining. 


The 1974 budget projection may be optimistic. Industrial performance 
during the first quarter of 1974 continues to be poor, while tax 
collections will most likely expand at a much reduced rate compared 
with earlier years, when improvements in the tax collection system 
brougnt about dramatic gains in revenue. The expansion of government 
activity will also face increased costs for goods and services; and 
capital expenditures, which consist in large part of foreign purchases 
of construction materials and equipment, must also contend with rising 
industrial prices abroad, with additional pressures on Somalia's 
capital budget as well as its balance of trade. 


MONETARY POLICY 


After a modest increase in the money supply during the first half 

of 1973, money in circulation expanded rapidly during the latter half 
of the year and increased by 12 percent by December, 1973, over the 
previous year. Demand deposits also increased towards the end of 

the year and by December were 18 percent higher than in 1972. Credits 
to the private sector -- including state-owned enterprises -- increased 


by 18.6 percent during the first six months and 42.6 percent during 

the latter half of 1973. Total credits to the private and state- 

owned public sector increased by US$ 44.4 million in 1973, while money 
in circulation expanded by only US$ 10.7 million -- a clear indication 
that the credit increase was used primarily to finance increased imports. 


The central bank made little effort during 1973 to curtail commercial 
bank lending activity. Government policy supported the increase in 
construction and development equipment purchases for infrastructure 
projects, as well as greater purchasing activity by public enterprises, 
and the central bank did not regard credit and import expansion as a 
reflection of a rising or inflationary consumer demand for imported 
goods. The demand for import credits resulted in a sharp decline in 
commercial bank foreign exchange holdings, as well as commercial bank 
liguidity, and when commercial bank foreign exchange reserves were 
exhausted, resulted in heavy foreign exchange borrowings from the central 
bank. Central bank credits to commercial banks increased from US$ 18.5 
million in 1972 to US$ 35 million in December, 1973 -- an increase of 
almost 90 percent. 


Central bank credits to the government expanded from US$ 18.5 million 

in 1972 to US$ 34.9 million at the end of 1973. Government deposits 
increased from US$ 10.9 million to US$ 20.7 million at the end of 1973. 
However, US$ 10.4 million of the latter were deposit funds generated by 
the sales of commodity imports from the Peoples Republic of China for the 





financing of local costs for the construction of the Belet Uen-Burao 
Highway and weren't freely available for government use. As already 
indicated the government's position with the central bank deteriorated 
in 1973 to a deficit position of US$ 3.07 million. 


Central and commercial bank foreign exchange holdings in December, 1973, 
stood at US$ 31.5 million (two and a half months' imports, based on 
1973 import figures), less than the 1972 figure of USS 40.6 
million. The comparison however is misleading: commercial bank 
foreign exchange holdings of approximately US$ 6.4 million consist 
wholly of working balances and funds held as collateral for letters 

of credit with foreign correspondent banks (a change in Somalia's 
foreign exchange regulations initiated at the beginning of 1973 
required all commercial banks to transfer their foreign currencies to 
the central bank). Central bank holdings of USS 25 millin thus 
represent Somalia's total foreign exchange reserves at the end of 1972 
of US$ 40.5 million. Since some US$ 6 to US$ 8 million of the 
government's 1973 year-end reserves are tied to specific development 
projects and are not freely convertible, Somalia's foreign exchange 
reserves at the beginning of 1974 were somewhat less than US$ 25 
million and were perhaps closer to US$ 18 million. 


During the first quarter of 1974, money in circulation -- including 

demand deposits, gquasi-money, etc. -- increased 8 percent to US$ 

$106.5 million. Credits to the public and private sector expanded to 

US$ 113.4 million, while net foreign exchange reserves increased in 

March by US$ 4.6 million but with no effect on commercial bank liquidity, 
since US$ 4.5 million was deposited in an interim account with the central 
bank -- presumably for specific development projects. 


By early 1974, government monetary policy had been redirected towards 
containing demand inflation and the mounting trade deficit, limiting 
unnecessary imports while at the same time supporting essential capital 
investment purchases. By mid-1974, more radical credit policies were 
undertaken: imports were temporarily suspended among others for 
automobiles and textiles; government subsidies were removed from certain 
imported foodstuffs, primarily rice and cooking oil, and consumers nudged 
by scarcity and high prices towards import-substitution purchases -- 

an avowed government policy goal for rice and wheat under the 1974-78 
Development Plan. Sugar rationing was instituted by the government in 
November, 1974, and shortages of other foodstuffs developed during the 
last two quarters of 1974. 





RISING PRICES 


By the end of 1973, the consumer price index in Somalia -- confined 
wholly to tiogadiscio -- had increased from 108.1 to 126.6. The largest 
gain in the index was registered in December, 1973, when government- 
fixed prices for imported goods were increased dramatically to reflect 
higher commodity prices in the world market. Wheat flour prices were 
raised 122.2 percent, rice 36 percent and sugar 15.2 percent. Food 
prices increased 11.8 percent generally, while other commodities 
registered minor gains -- clothing (primarily imported goods) increased 
3 percent, and rent and water rose five percent in December. 


To reduce the impact of rising prices in the lower and medium income 
groups, in December, 1973, the government increased by 10 percent 
all government wages below 400 So.Shs. (US$ 64.63) per month and by 
5 percent all wages in the 400 - 600 So.Shs. (US$ 96.96) range. Tax 
reductions were also extended to small shopkeepers. 


After a decline in the general cost-of-living-index in early 1974, 
the index registered an additional gain of 5.53 points in March, 
including an increase of 8.9 points in the food index, which reached 
140. Food prices were substantially increased in mid-1974 and the 
central bank has predicted that the overall price index for the full 
year will record very substantial increases. 


THE 1971-73 DEVELOPMENT PLAN 


In 1973, the Somali government completed its first post-revolution 
(1969) development plan, and the third since independence, with 

total development expenditures estimated at approximately USS 108.6 
million. (Ordinary budget surpluses during the same period -- 
excluding the capital portion -- generated only US$ 18.2 million in 
funds available for public investment.) While the results of the 
three-year program were impressive in relation to the total Somali 
resource base, the total outlay was some 41.7 percent below the 
government's target, with the shortfall attributed primarily to 
inadequate financial resources (i.e., foreign loans and grants), 

to inadequate planning and to administrative problems. Incompleted 
development projects will be continued under the new five year develop- 
ment plan which was published by the Ministry of Planning in January, 
1974. 


The 1971-73 plan emphasized the development of the transportation 

and communications infrastructure, with road construction accounting 

for $US 13.3 million of the $US 33.3 million spent for transport and 
communications. Some $US 3.9 million was spent in the initial construc- 
tion phases of the 1045-km Chinese-built Belet Uen-Burao highway, 
the first all-weather road link between Somalia's northern and southern 
regions. US$ 3.3 million was spent in the construction of 79-kms of 

the 158-km road linking Berbera and Hargeisa; and US$ 1.7 million in 
1972 on the Afgoi-Baidoa road. 





Over US$ 4 million in capital purchases were directed at improving 
the government's transport equipment. These include US$ 3.7 in 
trucks, automobiles, etc., (in 1973 Somalia imported more than USS 40 
million in vehicles and transportation equipment). Public transpor- 
tation services in Mogadiscio were also improved. 


Airports and harbors were also important factors in the 1971-73 
development plan. Work commenced on the Mogadiscio deep water 

port with some US$ 5.3 million spent by the end of 1973. Kismayu 
airport construction accounted for USS 2.3 million, and USS 4.6 
million was spent in the construction of the nation-wide communications 
network. 


The Transport and Communications Sector thus accounted for thirty 
percent of the 1971-73 development plan. Total investment in other 
sectors includes Water Resources (US$ 16.9); Industry (US$12.6); 
Agriculture (US$10.4); Livestock (US$ 8.2); Public Health (US$ 5.4); 
Education (US$ 4.7); Tourism (US$ 3.2) -- (accounted for wholly by 

the construction of the Juba and Rugta Taleh Hotels in Mogadiscio) -- 
Electricity and Power (US$ 3.2); Mining (US$ 3.1); Irrigation (US$ 2.9); 


Labor and Training (US$ 1.2); and the balance for Foresty and Wildlife, 
Fisheries, Social Welfare, Housing, Statistics, and Information. 


The 1971-73 development plan was financed principally by foreign 
capital and grants. According to the Somali National Bank only 
25.3 percent or US$ 27.5 million was financed from domestic funds 
and the remaining from external sources. Donating countries and 
institutions include among others the Peoples Republic of China, 
Italy, West Germany, Libya, Saudi Arabia, the USSR, the Federal 
Republic of Germany, the UNDP, the European Economic Community and 
the World Bank. US economic aid to the 1971-73 development plan 
consists of US$ 8.6 million to the Mogadiscio Water System (US 
aid to Somalia was suspended in 1970 as a result of Congressional 
legislation which prohibits economic assistance to those countries, 
like Somalia, whose flag vessels engage in trade with Cuba and North 
Vietnam). 


Foreign credits and grants not only financed the majority of Somalia's 
development projects but, as indicated earlier, have been the crucial 
factor in compensating for balance of trade deficits resulting from 
capital goods imports. At the same time, development spending had 

a negligible inflationary effect in 1973, primarily because little 
large-scale domestic employment or increases in monetary income were 
generated. Rather than local labor, large numbers of Chinese laborers 
were utilized on the Belet Uen-Burao highway and for many projects, 
including the Mogadiscio port construction, as well as transportation 





outlays, large labor inputs have not been introduced. Somalia has in 
addition relied to a great extent on labor provided under self-help 
programs in carrying out development projects, which has tended also 
to inhibit any expansion of monetary income. 


THE 1974-78 DEVELOPMENT PLAN 


Somalia's ambitious new five year development plan, which was scheduled 

to begin in January, 1974, anticipates a total investment of US$ 624.2 
million, with approximately 35 percent of total investment or US$ 181 
million allocated to the agricultural sector. Transport and communications 
rank second with US$ 152.5 million, followed by the industrial sector 

with US$ 95 million. 


According to the Somali government, US$ 203 million will be financed 

from domestic sources, including US$ 130.5 million provided from 

budget surpluses and US$ 27.8 million supplied by the Somali banking 
system as a result of savings account expansion. Approximately two- 
thirds of total investment or US$ 421 million would be supplied through 
foreign credits and grants. The US$ 421 million compares with US$ 320 
million which Somalia received in foreign assistance from the date of 
independence in mid-1960 through mid-1966 -- an average of US$ 53 million 
or $21 per capita annually; and the USS 108.6million in foreign assistance 
received 1971-73 -- an average of US$36.2 annually. Previous years' 
levels of foreign aid are thus somewhat modest when compared with the 
anticipated requirement of US$ 84 million annually to finance the new 
five year plan. Somalia's mounting import bill, increases in oil and 
food prices and the expansion of government activity will probably 

mean that a decreasing amount of untied foreign capital inflows will 

be available for development projects. 


THE NOMAD AND THE MODERN ECONOMY 


Somalia's resource base is poor and its skilled manpower resources 
meagre. Its most plentiful natural endowment -- the livestock and 
agriculture potential of the subsistence economy -- requires large 
capital and technical inputs, as well as radical shifts in traditional 
cultural attitudes, to provide Somalia with the capacity for sustained 
self-development. The key to the country's economic development lies 
in bringing the subsistence economy -- agricultural production, but 
principally its livestock resources -- into the modern sector. 


This was the keynote of President Siad's speech of October 21, 1974, 
on the Fifth Anniversary of the October 21st Revolution, and his 
remarks on livestock lie at the heart of the problem: 





"Livestock is the central pillar of the economy of Somalia. 
We have talked on innumerable occasions of the important position 
livestock holds in the advancement of our society... In view of 
the importance of livestock and the nomads, the revolutionary 
government asked itself -- what is needed in this area? It has 
become quite apparent that the way we raise livestock is not the 
most lucrative one but the nature of our country has imposed 
these ways of raising livestock on us. Livestock needs pastures, 
water, medicine, rest and cross breeding. As you know, all these 
facilities are not available in an adequate manner. 


"The nomads had to be on the go all the time in search of 
water and pasture for their livestock; this search for water and 
pastures used to cause diseases for which there was no medicine 
and perpetual tiredness. Checking for diseases and cross- 
breeding were out of the question. 


"The first steps which the Revolution has taken was to 
establish reserved areas of pasture so that the hardship that 
the nomads and their livestock might encounter during the dry 
season might be mitigated. The area of these reserved pasture 
lands totals as of (this) date 25,000 (sq) kms. It has been 
planned that these reserved pastural lands should have water 
wells dug in them so that the nomads would quit roaming and 
settle down. 


"Despite these efforts, we have hardly scratched the 
surface of the problem because the population of livestock and 
the benefits we get from them are poles apart. Can you imagine, 
Comrades, the quantities of meat we can give to the world if 
we look after our livestock properly?..." 


Livestock presents the most formidable aspect of Somalia's development 
problem. The country's livestock population, which is estimated at more 
than 12 million head, is one over which the government exercises only 
limited economic control. The livestock resource still lies largely 

in the hands of a nomadic population which is only in limited contact 

with the monetary economy. For the government to effectively commercialize 
Somalia's livestock herds requires radical changes in traditional social 
and economic patterns in Somalia. The nomad must be persuaded that live- 
stock better serves his needs as a production rather than a social value 

or an innate source of wealth; the government must replace with man-made 
social and economic assurances the traditional security which livestock 
provide for a nomad whose livestock -- and particularly his camels -- 

are his only margin of survival in times of drought and disaster. The 
surrender of these cultural and or social habits will not come easily 

but will be no less difficult than the financial and technical resources 
which the government itself must muster to settle the nomad and commercialize 





livestock production. Permanent pasture and range areas must be 
increased; water supplies must be guaranteed; medical services expanded; 
massive recurrent investments in vaccines and serums must be made; new 
breeding techniques adopted; much greater investments in education 

and functional and adult literacy programs must be made to bring the 
nomad and his family into the modern sector and redirect his skills to 
sustain government livestock programs. Fodder production must be 
increased as well, so must transportation services, including roads; 
Somalia's maritime capacity must be augmented; an expanded industrial 
sector is required which can more completely utilize animal byproducts -- 
meat, leather and dairy products. There are in fact few sectors of 

the Somali development budget which are not directly relevant to 
President Siad's call for the integration of livestock raising and the 
Somali nomad into the modern sector. The cost will be a massive one 

and the measures which the government has adopted to date -- including 
the 1974 Rural Literacy Campaign, which sent thousands of Somali students 
into the bush to teach literacy to the nomads -- are only the beginning 
of a process which will require virtually all of the economic and 
technical resources the country can command over the next decade. 


Whether in a time of rising import and food costs, of growing uncertain- 


ties in the international economic situation, Somalia can continue to 
supply the necessary capital and technical inputs remains to be seen. 
But it is clear that until a much greater proportion of the country's 
natural resources are brought into the modern economy, Somalia's 
fragile industrial base will continue to be plagued by seasonal 
uncertainties, by shortages of supply and by capital deficiencies. 





Implications for the United States 


ATTITUDES TOWARDS FOREIGN INVESTMENT 


The size of the private sector in Somalia has been greatly reduced 
by nationalization and its relative importance has been diminished 
substantially by growing state participation in new enterprises, 

as well as the nationalization of internal and external trade. 
Public enterprises, like the Jowhar sugar factory, the Chisimayu 
meat packing plant, etc., accounted for some 85 percent of 1971 
industrial output and fifty percent of employment and both have 
Since increased. While the public sector will continue to dominate 
Somalia's industrial development consistent with the Siad government's 
socialist goals, Somalia's long-term development strategy recognizes 
that private investment can play a secondary but important role 

in the country's industrial expansion. The government's 1974-78 
development plan, which provides for industrial sector investments 
of US$ 95 million, also calls for a clear delineation of private 
sector investment areas to aid industrial planning and to remove 
any doubts on the part of potential foreign investors regarding 
government policy towards the private sector. Such a policy 
delineation has yet to be made, however, and until it is, then 
foreign investors will continue to be wary regarding investment in 
Somalia. Also planned under the new five-year development program 
is the enactment of a new comprehensive company law which would 
regulate the registration, organization, management,submission of 
accounts and returns to shareholders and to the government of all 
private sector companies. Such a law would also do much to clarify 
current ambiguities regarding foreign investment and the private 
sector. 


If the areas of industrial activity in which private investment 

capital might participate have yet to be defined in specific terms, 
there is little doubt about the country's long-term industrial 
priorities. The major role of the industrial sector, whether public 
or private, will be to develop and expand the manufacturing industries 
based on Somalia's raw material resources -- livestock, fisheries, 
agricultural products (bananas, maize, sorghum, grapefruit, oil seeds, 
etc.) and its known or hoped for oil and mineral resources (tin, 
quartz, uranium and iron ore, etc.). The development of export 
markets for products derived from meat and fish, leather, sugar, 

fruits and vegetables is highest on the list of priorities. Government 
policy will be to encourage foreign investment within yet-to-be-defined 
sectors of this broad area provided that such investments will expedite 
the swift transformation of the economy and enhance the kind of social 
development to which Somalia aspires. 





American business representation in Somalia at present is limited 
solely to oil exploration activity being carried out by the 
Continental Oil Company (CONOCO). American oil interests are 

also represented in the German and the British consortiums. Whether 
American technical expertise will be called upon to help Somalia 

in the development of other sectors -- agriculture and livestock 

in particular -- remains to be seen. The performance of the 

economy over the next few years will provide the answers. 





this little booklet - 

can change the lives 

of thousands of _ 
American Indians 


if it gets into the right hands 


This booklet locates forty Indian industrial parks on reservations from New York to Florida to the 
Pacific Northwest, and outlines the business advantages to locating a plant or offices on any one of 
them. 


Favorable lease terms, significant tax benefits, easy access to markets, abundant natural resources, 
complete planning assistance—and a rich source of willing and able employees are waiting. 


It’s an opportunity to make a most profitable business investment—and change the lives of thousands 
of American Indians. 


But nothing much will happen unless we get this booklet into the right hands. 
Are they your hands, or those of someone you know? 


I'm interested. Send your booklet ‘Indian Industrial Parks” to me, today. 
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Address . 
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and send a copy to someone | know, today. 


Name _ : ae _ aes Title 
Address —___ - cir 


ee __.. Zip _; = = 


Office of Public Affairs, Economic Development Administration, Room 7019, U.S. DEPARTMENT OF COM- 
MERCE, Washington, D.C. 20230. . 
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